Support of Business Clusters and its Impact on Constitive

Environment
Ing. Tomas Peterka

1. Abstract

Prisppvek se #nuje pehledu teoretickych /stupi a sowasnych nazaer na podporu
podnikatelskych klasiy protoze odbornici nejsou v této otazce jednafidstanci statni
podpory tvrdi, Ze bez toho by nebyl mozny dalSiajgednotlivych regioia, zatimco odgxrci
povazuji formu podpory klasir pokud pipusti vibec rjaky efekt, za krok, ktery vede
k nestejno@rnému vyvoji vidznych regionech. Podlédhto teorii nenize byt statni instituce
autoritou, kterd je dostatee¢ motivovana a kompetentni v oblasti inovaci. Kgdoidpora ma
navic dopad na konkureni prostedi, coz je v se@@asné literatile opomijeno tédi aplre. V
ramci prispevku jsou vSechnyitkezité vazby a vztahy popsany, zndZoyna naznaeny jsou i
dalSi mozné interakce.

2. Competition Law

Competition between firms is the basic mechanismarket orientated economy and support
innovation issue, reduces production cost and asaeerformance of the whole economy.
Only those firms stimulated by competition offeogucts that are competitive from the price
and quality perspective. Competition has a hugeachdor consumer, because strong
competition helps to choose from wider range ofdyofmr better prices. It is simple, but very
effective guarantee of optimal state between quadihd price. Effective economic
competition is key factor for competitiveness ancbr®mmical grow. Effectiveness is
especially made by market of independent firms #éinatin competitive relation to each other.
To ensure ability of suppliers to make such a pmessthe Competition law define some
forbidden practices able to restrict competitiogaist such practices acts the Office for the
Protection of Competition in Brno with the primaaym to eliminate negative influence of
competition.

2.1. Legal regulations in the Czech Republic

The Law allows competitors freely develop competitio reach economic profit, but forms
particular obligatory rules for them. The Commer&@ade in § 41 states generally for all
subjects (individuals and corporate bodies) pgdithg in economic competition
(competitors):

» Right to freely develop own competition activitytime interest of reaching economic
profit and associate for it,
» obligation respect Competition Law and not abugepidrticipation in it,

Regularity of competition activities is covered ®ystem of precept of law that protect abuse
of participation in economic competition. There am® groups of precepts of law shaping
competition rules:

* Norms leading against unfair competition — Comn@rCiode (§ 41 to 55 C.C.),

* norms leading against forbidden restraint of ecaoarompetition — Law #143/2001
(the Law about the protection of economic competitand about changes of certain
laws)



2.2. Competition law from cluster perspective

According to Porter (1990), clusters represent doatlon of competition and cooperation.
Strong competition exists in case of attractingtwo®rs but in other cases, e. g. supplier
relationship, local R&D centres, educational ingidns, clusters cooperate.

Competition and cooperation are able to coexistame particular conditions, because, in
some ideal case, they exist in the different dinmrssor because cooperation on one level
means victory on another. (Desrochers, 2004).

On one hand the government must, if wants sucdedsfter initiatives, eliminate barriers to
innovations, capital and human resources invessnenfrastructure and other limitation
(Porter, 1990), on the other hand must respectyoli protection of economic competition,
which through Competition Law barriers create. 8oty saying‘most of clusters forms
independently on government acting and sometimesspite of it” probably meant
government support of clusters, eventually barriersform of limitations of labour
fluctuation, administrative obstructions duringadsishing businesses etc., but no eluding the
Law. In case of Competition Law, the main aim isawoid establishing of associations
ruining the healthy competition environment, e.cgrtels. Nevertheless the true is that
Competition Law is limiting cluster initiatives nmrthan their actors would imagine. The
development of region is preferred to developméictuster.

3. Business clusters

3.1. Historical aspects of clusters

Clusters are very tightly connected to regional eligement. Blazek and Uhli(2002)
introduce all historically important theories deburg regional development. The Theory of
J. M. KeynesThe General Theory of Employment, Interest, anchb{d serves as a basic for
cluster support policy, thus needs of regulatiofr@é competition between clusters.

As a father of modern theory of cluster is beinjecaM. E. Porter although this Harvard

professor is not the first one using the term “@ds or hasn’t written the most important

work in the regional development issue, his repatatind the position of world leading

theorist in the field of business strategy makes being guru of economic development for
world politicians (Desrochers, 2004)Cluster is geographically concentrated group of
interacting firms, their suppliers, providers ofrgees and related institutions in the same
industry and firms in related industries, who cotept each other and cooperate, have
similar characters and are complementary to eachent (Porter 1990). Porter himself

consider Alfred Marshall as his intellectual preslesor, who brought out objective patterns of
geographical location of specialised industrialoaggions, motivated above all by need of
staying close to their outlet (Marshall 1890). Hestalled clusters “industrial districts” and

has identified concentration of supplier-custonwmrperation set in mostly due to logistic cost
savings. Even deeper in history there was von Tii{fi@inen 1966/1826) systematically
working on the issue of regional development, esfigaegularity of farmsteads.

Thus, cluster is nothing new and forms of busiressociations have existed here from the
dawn. Businessmen and their predecessors have salwe®n concentrated close to sources
(fisherman village on the bank of the lake has peaufisherman, fish-sellers, boat makers
into one functional unit), human sources, logistaantres (business road junctions), etc.

The industry is being concentrated last hundredssyt®o.

Modern history of clusters can start with PorteFise Competitive Advantage of Nations
(Porter 1990) and so called Green Book of Clustgiatives introduced on world conference
TCI about clusters on September"18003. There are differences on the national leirels



cluster initiatives;there is no standard conception of cluster dueistotical, social an
political factors. Cluster initiatives in the CzeBRepublic are under responsibility of agel
Czechlnvest together with Msstry of Industry and Trade.

3.2. Concept definition of “Cluster”

While trying to set concept definition of Clustétr,is necessary to start with M. E. Por
(1990), who defined fougroups of strengths affecting competitiveness bfestt operating it
clusters. These strengths it is possible to desdybfollowing figure called,Diamond model
of competitive advantage":

Figure 3.1: Diamond modeif competitive advanta
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There is one important condition while defining cept of cluster, cluster should
organised under corporate body that acts on beh&l$ members. There is a theory exist
for a long time saying thatansaction cos in express terms override organizational cost
particular processes under separate autt (Coase, 1937)Firms and other institutior
organised in clusters cooperate, share ideas amavations and use synergic effects
develop effectively and $&tel. That is not only concern of these subjdmis also concern of
regional or national policy. This approach is noing very well with Porter’s original idea
while he was protagonist of clusters and associatias a outcome of endogen:
developmen and naturally taking advantage of cooperatiomxipnity of sources, share
know-how —traditional manufacturing process. That is thesaaghy there is such a need
exact definition and typology of clusters. It ist possible to call “Cluster” anassociation of
firms, any cooperating SME

3.3. Public convenience of cluster initiative

Although the fact of public convenience of clustessgenerally accepted, there are sc
voices infirmingpositive influence to economy and alerting to goweental spport of such
initiatives. These voices refer to missing conclasievaluating methods of pub
convenience. By summarisation of cluster studiescfl®, 2004) has been proved t
individual scientists, studying clusters and thempacts to developmenn various levels
(firms, regions, national levels), use differenttihoels of measurement and use diffe!
performance indexes. positive contribution of cluster initiatives forgin members is ofte
used as a proof of positive contribution for theelopment on the regional or national le\
which is considered as/ermuchsimplifying.



3.3.1. Cluster and performance of its members

Empirical studies have proved that performancexadeof firms in clusters are higher then

those of individual firms. The higher potentialitmovations has also been proved (Rocha,
2004). Firms enter to clusters mainly with the etpgon of increasing knowledge about

opportunities, transforming knowledge into produetsd innovation process, offsetting

demand and supply fluctuation — optimalization otirgce use and sharing risks (Maskel,
Lorenzen, 2004).

3.3.2. Clusters and local development

Despite of some encouraging cases, various factorgplicate empirically generalize impact
of cluster initiatives on local development (Ro2@04). Development strategy of regions
without theoretical support, often rely on localbeemy and social system, where SME,
entrepreneurship and innovation plays lead roleugkran (1991) points out that cluster
initiatives may lead to development only limitedwmuer of clusters in region, which may lead
to risks in case of economical or competitive flatton more than in regions more
diversified. Another risk for regional developmenay be the fact that all clusters belong to
one industrial branch. This may cause full depeodeof region on development in the
particular industrial branch.

It is essential to analyze also view of appropriate horizon while judging clusters and their
influence on local development (Capello, 1996).

3.3.3. Clusters and national development

National competitiveness is based on quality of keamechanism, particular factors of
Porter's diamond are well fulfilled when concerrigths are geographically localized (Porter
1990). There are two main topic on the nationaélleliscussed: difference of development
particular regions and impossible transferabilify ctuster initiatives between regions or
countries (Rocha, 2004). Despite of many theorestiadies, there is no empirical research
proving explicit effect of clustering for nationdévelopment.

3.3.4. Knowledge creation in clusters

Public convenience of clusters is connected alsb knowledge creation in clusters. One of
reasons why cluster initiatives are so massiveppstted nowadays is their contribution to
knowledge based economy and competitiveness. Th®ughd claims about public
convenience of regionally connected firms are basedlown-to-date know edge and long
lasting scientific debates about possible inteoastibetween regional economical systems
and patterns of knowledge creation (Malmberg, Powaf05). There are three main
hypothetical arguments separated out of theorditeaature about contribution of clusters to
knowledge creation and competitiveness:

* knowledge in clusters is created through varioum$oof local inter-organizational
collaborative interaction,

* knowledge in clusters is create through increasadpetition and intensified rivalry,

* knowledge in clusters is created through spillogtects following from the local
mobility and sociability of individuals.

These three theoretical hypotheses have been dadmio detail empirical research
(Malmberg, Power, 2005) that only proved need ofentase studies to confirm or refuse
them.



4. Governmentsupport of clusters

Economical sucess of Silicon Valley— in the meaning of increasing level of life

individuals, incomes of firms and job creation, wss massive that state institutions try
repeat it (Feldman, 2005)levertheless there exist a large number of cadesrenthe cluer
initiative failed. Experts are not united in theirmpn on government cluster support. E\
ther is supposed positive influence of clusterslevelopment of regional economy, there
voices againstThese experts claim that administrative officeriss key competencies

decide about knowledge leading to development gibre Such a policy doesn’t even tot
the real problems, like knowledge of future matate, in many cas(Macdonald 1992

Porter (2000)says that clusters are creatindependently on government initiatives ¢
sometimes in spite of it. Government should averdgtation of initiation of completely ne
clusters, because in each cluster there shouldyalexst some bassthat has already pass
the market test like aondition for expended effort connected wother development ¢
clusters.

How should government involve in cluster initiasvaccording to Porter? By removi
barriers to innovations, investing into basic hunaawl capital infrastructure and support
geographical interactions between SME. The ardfiareating of cluster and innovati
centres on the basis of government initiatives dstroversial due to more political th
economical interests. It is possible to find cédls careful approach toluster initiatives of
government. These may be reas(Kirzner 1979, Sautet 2002):

* ignorance of causality

* lack of profit motive,

» potentialrisk of stifling innovation proce,

» set up of different direction of development theowd by done by custome

The atrtificial creating of cluster initiatives tdfger with early stages supp is very
dependent on a large number of factors. Creatirduster needs a lot of time and there i¢
guarantee about the outcome and sustainabilityariuture(Feldman2005).

There is not only risk of failure of these actiegidue to absence of long term experiewith
cooperation and long time relation of potential rbens of cluster, but also fact that it v
lead into giving unreasonable priority to certamusimess associations before others, c
connected with economical privilege, so calpicking winners.These risks are very serio
and need very sensitive approach of authoritiepamsible for cluster initiative

Figure 4.2:Pros and cons of cluster initiative supf

Reasons to support cluster Reasons to let market deal
initiatives with problem

=== Building infrastructure — Picking vinners

Lower industry

| Connecting SME | diversification in region

Competition for |_| Lack of competence of
concerns government

Clusters withou
previous experince




4.1. Impact of cluster initiatives support on competitian

After research, that has been done, it is clear ékperts, working on the field evaluating
public convenience of clusters, are quite posiiivethe question of clusters, — business
subjects, R&D and educational subject, cooperatmgertain regions. Where they are
disunited is the problem of governmental and regfisnpport of new clusters. This support is
motivated by success of functional clusters, whecheally attractive to follow. Experts are
very cautious about lack of competencies of adrratise officers, not motivated by profit,
having insufficient entrepreneurial and technolagjknowledge and making decisions about
support of clusters.

Other very important outcome of research is a latkempirical or theoretical studies
describing impact of such support into competigverironment of region. Clusters have no
exclusivity in the question of Competition Law augiother associations, even more, there is
higher risk of violation of competition rules dwetighter relationship between members, who
still are competitors to each other. To mentioneova there is need to add also higher risk of
anticompetitive acting in cluster (collective pngi policy, sharing information about
customers, etc.).

There is a support (from public budget) of assammat, who may, in competitors fight with
other subjects on the market, use not only synesffiects of cooperation, but also some
illegal acts leading to disturbance of healthy cefitpn environment. Even worse is the fact,
that they may do it knowingly or unknowingly.

4.1.1. Examination of negative impacts on competition envonment in clusters

To eliminate negative impacts on competition envinent caused by creation and supporting
functionality of cluster is not the responsibilipf government, but belongs to subjects
engaged in cluster initiatives. Especially, whemeanore serious tort against the competition
law happens, it is the cluster (or responsible exthjwho is punished. Examination of

possible risks in clusters should come out frorfofeing questions:

* What is the cluster market share? What is the plessifluence of cluster on market?
If the common share of involved subjects on thevaht market is higher then 10 per
cent (horizontal deals) or 15 per cent (verticahlsle such cooperation may by
considered as competent to harm competitive enwieon.

* Does cluster decide collectively about price pqlidwiding of market, sources or
customers, or control production, distribution; lswooperation must be evaluated as
forbidden no matter what the market share is.

* Do employees or managers of particular membersuster have regular contact with
competitors on professional or social level? Membef cluster are still the
competitors, so the questions must lead even insidelved subject, not only to
relation with outside environment.

* Does cluster share information? There is exactig sdnat kind of information, and
what kind of form, may be shared and what kind not.

4.1.2. Increasing of legal consciousness between employeésluster

Principles of protection of competition environmegadint out need of increasing of legal
consciousness between employees in all cases, wbhesexist even small risk of violation
of law. Large companies have special trainingspaxate e-learning applications, specialised
tutors or outsourcing consultant firms. In clusteese competitions belong to responsibilities
of cluster managers. They decide about the wayrdaadsity of legal education.



5. Conclusion

The meaning of this work is to examine of scieatdipproaches in the field of impacts of
regional support of clusters, because it is veryaigate issue. Outcome of the research is the
finding this issue more then controversial withahear opinion between scientific authorities.
There are successful clusters as well as failuretuster initiatives and that doesn’t make it
easier. The reason may be in difficulty to idensfyccess factors and impossibility to repeat
success in different conditions.

Influence of government support of cluster initl@8 to competition environment is even
harder to describe due to absolute lack of empincaheoretical studies. Clusters remain
risky part of economical development of regionst it seen thru competition law lens. The
fact, that the subject responsible for the failareompetition rules is the cluster itself and not
government should be alarming for some cluster gensa while there may be some quiet
signs of cartel policy in some clusters.
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